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OATH OR AFFIRMATION

I___Doreen Mogavero , swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of &
Mogavero, Lee & Co., Inc. , a§

of _December 31 , 2006, are true and correct. I further swear (or affirm) that

neither the company nor any partner, proprietor, principal officer or director has any proprietary interest in any account
classified solely as that of a customer, except as follows:

Signature

President
Title

——
r/ Notary Public
is réport ** contains (check all applicable boxes):

This

# (a) Facing Page.

B (b) Statement of Financial Condition.

& (c) Statement of Income (Loss).

® (d) Statement of Cash Flows. &

B (e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.

& (f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.

& (g) Computation of Net Capital.

& (h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

[J (i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.

B (j) A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-1 and the ®
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15c3-3.

O (k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.

& (I} An Oath or Affirmation.

O (m) A copy of the SIPC Supplemental Report.

O (n) A report describing any material inadequacies found to exist or found to have exited since the date of the previous audit. ®

& {o) Independent Auditors” Report on Internal Accounting Control.

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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Moga\;ero, Lee & Co., Inc.

Statement of Financial Condition

December 31, 2006
Assets
Cash and cash equivalents $ 74,897
Securities owned, at market 178,528
Receivable from broker, dealer and clearing organization 151,675
Commissions receivable 21,292
Property and equipment, net of accumulated depreciation of § 45,220 14,891
Other assets 34,059
Total assets $ 475,342

Liabilities and Stockholders' Equity

Liabilities
Accrued expenses and other payables $ 86,242
Commissions payable 31,040
Advances from stockholders 84,800
Income taxes payable 4,878
206,960
Subordinated liabilities
Subordinated loans 100,000
Stockholders' equity
Common stock, no par value; 200 shares authorized,

13.158 shares issued and outstanding, stated as 46,500
Additional paid-in capital 127,100
Retained earnings 38,782

212,382

Notes receivable, stockholders (44,000)
168,382
Total liabilities and stockholders' equity $ 475,342

The accompanying notes are an integral part of this financial statement.
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Mogavero, Lee & Co., Inc.
Notes to Financial Statement
December 31, 2006

1.  Organization and Nature of Business

Mogavero, Lee & Co., Inc. (the “Company™) is a broker-dealer registered with the
Securities and Exchange Commission and is a member of the New York Stock Exchange.
The Company principally engages in executing transaction orders on the floor of the New
York Stock Exchange on behalf of its clients.

2.  Summary of Significant Accounting Policies

Securities Transactions

Securities transactions and related commission revenue and expenses are recorded on a
settlement date basis. The recording of securities transactions on a trade date basis was
considered, and the difference was deemed immaterial.

Cash Equivalents
The Company considers all money market accounts and all highly liquid debt instruments
purchased with original maturities of three months or less to be cash equivalents.

New York Stock Exchange Membership :

The Company had an Exchange membership, contributed for the use of the Company under
a use and proceeds agreement, which had been valued at market value, using the last
consummated sale price. A corresponding liability, which was subordinated to the
contributing stockholder-member had also been established. However, on March 7, 2006,
the NYSE merger with Archipelago Holdings, Inc. was completed, effectively terminating
these arrangements.

Property and Equipment
Property and equipment are stated at cost less accumulated depreciation. Depreciation is
computed using straight line methods over the estimated useful lives of the related assets.

The useful lives of the assets range from 3 to 5 years.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenues and expenses during the reporting period. Actual results could differ
from those estimates.

Income Taxes

The Company has elected to be treated as an 8 Corporation under the applicable provisions
of the Internal Revenue Code. Accordingly, the Company itself is not subject to Federal
income tax. The stockholders are required to report separately their distributive share of
the Company's income or loss to Federal tax authorities. In addition, the Company has
elected S Corporation status for New York State tax purposes, and, accordingly, the
Company pays New York State income tax at the minimum rate. New York City,
however, does not recognize S Corporation status, and the Company is, therefore, taxed at
regular corporation tax rates.

I




Mogavero, Lee & Co., Inc.
Notes to Financial Statement
December 31, 2006

The Company uses the asset and liability method to calculate deferred tax assets and
liabilities. Deferred taxes are recognized based on the differences between the financial
statement carrying amounts of existing assets and liabilities and their respective tax bases
using enacted tax rates expected to apply to taxable income in the years in which those
differences are expected to be recovered or settled.

Deferred taxes are recorded to reflect the tax effect of the future benefit expected to arise as
a result of net operating loss carryforwards.

3. Securities Owned, at Market
Securities owned, at market, consist of a short term income fund.
4. Receivable From Broker, Dealer and Clearing Organization

Receivable from broker, dealer and clearing organization arises as a result of the
Company’s normal securities transactions.

5. Bank Loan Payable

The Company had a loan agreement with a bank, which provided for a loan facility up to
$150,000. The loan bore interest at prime plus 1.5% per annum and was payable monthly.
By April 5, 2006, the Company had repaid all outstanding balances against this facility.

On June 6, 2006, the Company entered into a new loan agreement with the bank, which
provides for a loan facility up to $150,000. The loan will bear interest at prime plus 1.5%
per annum and is payable monthly. At December 31, 2006, the Company has not drawn

against this facility.

The loan is secured by all assets, personal property and fixtures of the Company. In
addition, the stockholders have personally guaranteed the loan.

The loan is set to mature on June 6, 2007.

6. Subordinated Borrowings

The borrowings under subordination agreements with stockholders at December 31, 2006
are as follows:

Cash subordination agreements:

Maturity Date Rate Principal

May 30, 2007 8% $ 80,000

May 30, 2007 8% 20,000
$ 100,000




Mogavero, Lee & Co., Inc.
Notes to Financial Statement
December 31, 2006

The borrowings are both subject to automatic rollover provisions.

The cash subordinated borrowings are available in computing net capital under the
Securities and Exchange Commission uniform net capital rule. To the extent that such
borrowings are required for the Company's continued compliance with minimum net
capital requirements, they may not be repaid.

7. Notes Receivable, Stockholders

The Company issued 3.158 shares of its no par value common stock for $44,000 as

follows:
Origination Date Number of Shares Principal
January 1, 1995 2.500 $ 19,000
April 25,2002 658 25,000

3158 $ 44000

The notes are non-interest bearing and due on demand.

8. Commission Sharing

The Company has a commission sharing agreement with another broker dealer, whereby a
percentage of commission income attributable to this arrangement is payable to that broker
dealer for transactions directly generated by that broker dealer’s introduction. The
commission sharing agreement will be fully disclosed to all customers affected by the
arrangement,

9. Income Taxes

The Company has a net operating loss carryforward in the approximate amount of
$205,000, which is available to offset future taxable income, expiring as follows:

Year End Amount
December 31, 2023 $ 150,000
December 31, 2025 55,000

$ 205.000

In the current year, the Company utilized approximately $82,000 of its net operating loss
carryforward, as well as its remaining contribution carryforward in the approximate amount
of $20,000.

Deferred taxes are a result of the future benefit expected to arise as a result of net operating
loss carryforwards. However, a 100% valuation allowance has been provided for the tax
benefit arising as a result of these temporary differences due to the uncertainty regarding
the near term utilization of such benefit.




Mogavero, Lee & Co., Inc.
Notes to Financial Statement
December 31, 2006

10.

11,

12.

The deferred taxes consist of the following:

Amount
Deferred tax asset $ 5,100
Valuation allowance (5,100)
Net deferred tax asset $ -0-

Seat Lease, Trading License and Office Lease

The Company had leased three seats on the New York Stock Exchange (NYSE). The lease
payments were guaranteed by the Company. On March 7, 2006, the effective date of the
NYSE merger with Archipelago Holdings, Inc., all NYSE seat leases were terminated. The
Company is now required to have trading licenses issued by the NYSE to effect
transactions on the floor of the Exchange or through any facility thereof. Only qualified
and approved member organizations may acquire and hold trading licenses. The licenses
became effective upon the close of the merger. Costs associated with these trading licenses
are paid to the NYSE and have been included in regulatory fees and assessments in the
accompanying statement of income.

Additionally, the Company leases office space under an operating lease, which expires on
February 1, 2007. The Company is currently negotiating a one year extension of this lease
until February 1, 2008.

Clearance Agreement

The Company operates principally under a clearance agreement with another broker,
whereby such broker assumes and maintains the Company’s customer accounts. As part of
this agreement, the Company is required to maintain cash or securities of not less than
$250,000. This deposit is included in receivable from broker, dealer and clearing
organization and securities owned, at market.

Net Capital Requirements

The Company is subject to the uniform net capital requirements of rule 15¢3-1 of the
Securities and Exchange Commission, as amended, which requires a broker-dealer to have
at all times sufficient liquid assets to cover current indebtedness. In accordance with the
rule, the broker-dealer is required to maintain defined minimum net capital of the greater of
$5,000 or 1/15 of aggregate indebtedness. At no time may the ratio of aggregate
indebtedness to net capital exceed 15 to 1.

At December 31, 2006, the Company had net capital, as defined, of $172,141, which was
$158,344 in excess of its required net capital of $13,797. At December 31, 2006, the
Company had aggregate indebtedness of $206,960. The ratio of aggregate indebtedness to
net capital was 1.20 to 1.




Mogavero, Lee & Co., Inc.
Notes to Financial Statement
December 31, 2006

13.

14.

Off-Balance-Sheet Risk

The Company, as an introducing broker, clears all transactions with and for customers on a
fully disclosed basis with its clearing broker, who carries all of the accounts of such
customers. The Company does not maintain margin accounts for its customers; therefore,
there were no excess margin securities. However, the Company may be liable for
chargebacks on introduced customer accounts carried by the clearing broker. In addition,
the Company may be exposed to off-balance-sheet risk in the event the clearing broker is
unable to fulfill their contractual obligations.

From time to time, the Company has cash at a bank in excess of FDIC insured limits and is
exposed to the credit risk resulting from this concentration. At December 31, 2006, the
Company’s cash in bank did not exceed the insured limitations.

401(k) Plan

The Company has a defined contribution plan under Section 401(k) of the Internal Revenue
Code. The plan covers substantially all its employees, and provides for participants to
defer salary, up to statutory limitations. The Company is not required to make a matching
contribution.
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The Company's Statement of Financial Condition as of December 31, 2006 is available for
examination at the office of the Company and at the Regional Office of the Securities and
Exchange Commission.
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Independent Auditors’ Report

To the Board of Directors
Mogavero, Lee & Co., Inc.

We have audited the accompanying statement of financial condition of Mogavero, Lee & Co.,
Inc. (the “Company”) as of December 31, 2006, that you are filing pursuant to rule 17a-5 under
the Securities Exchange Act of 1934. This financial statement is the responsibility of the
Company's management. Our responsibility is to express an opinion on this financial statement
based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statement is free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statement. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statement referred to above presents fairly, in all material respects,
the financial position of Mogavero, Lee & Co., Inc. as of December 31, 2006, in conformity with
accounting principles generally accepted in the United States of America.

\Juar LLY

Lake Success, N.Y.
February 26, 2007




